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ACTION EB-07 

INFO OCT-01 EUR- 1 2 ISO-OO SP-02 L-03 H-02 CIAE-00 INR-07 

NSAE-00 OMB-01 TRSE-00 (ISO)W 

047070 

P 300907Z NOV 76 

FM AMEMBASSY BUDAPEST 

TO SECSTATE WASHDC PRIORITY 7447 

CONFIDENTIAL BUDAPEST 4016 

E.O. 11652: GDS 
TAGS: EFIN.HU 

SUBJ: WORLD WAR I FLOUR DEBT 
REF: (A) STATE 280215, (B) STATE 290452 

1 . SUMMARY: EMBASSY DOES NOT BELIEVE GOH WILL BE ABLE TO 
ADVANCE CONVINCING LEGAL ARGUMENT FOR NON-PAYMENT OF 
INTEREST ON OVERDUE PRINCIPAL ON WORLD WAR I DEBT. IF 
THERE IS ANY DIFFERENCE BETWEEN GOH CALCULATIONS AND USG 
DATA EMBASSY RECOMMENDS THAT U.S. TREASURY DEPARTMENT SEND 
REPRESENTATIVE TO BUDAPEST ASAP TO RECONCILE DETAILS. 

END SUMMARY 

2. EMBASSY APPRECIATES INFORMATION CONTAINED REFTEL. 

ECONOFF INFORMALLY DISCUSSED WITH MINFIN DIRECTOR GENERAL 
AKAR PARA A (3) OF 1924 FUNDING AGREEMENT, POINTING OUT 
PHRASE STATING QTE ALL BONDS... SHALL BEAR INTEREST... 

UNTIL THE PRINCIPAL THEREOF SHALL HAVE BEEN PAID UNQTE. 

3. ECONOFF NOTED THAT IT APPEARED, AT LEAST TO EMBASSY. 

THAT DESPITE OUR GOODWILL IT SEEMED THERE WAS LITTLE OR 
NO FLEXIBILITY IN THE 1924 AGREEMENT. AKAR'S IMMEDIATE 
REACTION WAS THAT GOH SEEKING FLEXIBLE, POLITICAL COM 
PROMISE AND HAD NOT PREPARED EXTENSIVE LEGAL ARGUMENT. 

HE CITED WELL-KNOWN GOH WILLINGNESS TO PAY ALL DEBTS - 
CLAIMS AND BONDHOLDERS AGREEMENTS, ETC. AKAR STATED 
HE WOULD CONSULT FURTHER WITHIN GOH RE LEGAL BASIS, 
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WOULD BE ABLE TO PRESENT CONVINCING CASE. 

4. EMBASSY BELIEVES NEXT STEP SHOULD BE MAKING SURE 
THERE IS NO DISAGREEMENT BETWEEN USG AND GOH CONCERNING 
CORRECT METHOD OF CALCULATING PRINCIPAL AND 
INTEREST. EMBASSY UNDERSTANDS THAT THERE MAY BE SOME 
UNCERTAINTY ON PART OF USG AS TO EXACT AMOUNT OF INTEREST 
INVOLVED. IN VIEW OF PICAYUNE PROBLEM WITHIN PAST YEAR 
WITH GOH REGARDING ACCOUNTING ERRORS ON SURPLUS PROPERTY 
DEBT, WHICH WAS HIGHLY EMBARRASSING TO USG, IT WOULD 

BE EVEN MORE EMBARRASSING NOW TO HAVE TO GO BACK TO GOH 

WITH ANOTHER MATHEMATICAL ERROR, ESPECIALLY 

IF THIS WOULD RESULT IN STILL HIGHER USG CLAIM ON HUNGARY. 

5. IF USG DECIDES THERE IS AN ACCOUNTING DIFFERENCE 
WHICH IT MUST PURSUE, EMBASSY RECOMMENDS THAT U.S. 
TREASURY DEPARTMENT SEND TECHN MBH REPRESENTATIVE TO 
BUDAPEST ASAP TO DISCUSS DETAILED ACCOUNTING OF THE 
AMOUNT DUE. IN THIS WAY WE BELIEVE WE CAN MOVE MATTER 
FORWARD ON TECHNICAL LEVEL AND HOPEFULLY AVOID CREATING 
POLITICAL RANCOR AT THIS TIME. 

6. STATE 290452 JUST RECEIVED. SINCE USG FIGURE FOR 
AMOUNT DUE DECEMBER 15, 1976 HIGHER THAN GOH CALCULA- 
TION BY $105,635.52, EMBASSY BELIEVES PRESENCE OF 

U.S. TREASURY DEPARTMENT REPRESENTATIVE IN BUDAPEST 
HIGHLY DESIRABLE. 

MUDD 
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